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Desk o p e r a t i o n s  s ince  t h e  December meeting have been 

conducted a g a i n s t  a background of s t rong  monetary growth and 

h igher  i n t e r e s t  rates. As t h e  in te rmeet ing  pe r iod  proceeded, 

t h e  rise i n  money growth produced a s t e a d i l y  h ighe r  demand f o r  

r e s e r v e s ,  compared with t h e  Committee's p a t h  des i r ed .  The 

l a t e s t  estimate placed t h e  demand f o r  r e s e r v e s  some $ 6 0 0  m i l l i o n  

above p a t h ,  on average for  t h e  six-week i n t e r v a l .  Largely i n  

consequence, b u t  also re f lec t ing  some downward adjustment of t h e  

nonborrowed reserve pa th  t o  s t rengthen  t h e  r e s i s t a n c e  t o  ex

c e s s i v e  money growth, t h e  banking system was pushed i n t o  sub

s t a n t i a l l y  g r e a t e r  r e l i a n c e  on d iscount  window borrowings. 

While borrowing t rended higher  over t h e  p e r i o d ,  t h e r e  was 

c o n s i d e r a b l e  week-to-week va r i a t ion - -pa r t ly  due t o  s p e c i a l  

p r e s s u r e s  around t h e  year-end per iod ,  and p a r t l y  t o  shor t - run  

d i f f i c u l t i e s  w i t h  r e s e r v e  p ro jec t ions .  For t h e  whole pe r iod ,  

i nc lud ing  t h i s  week, borrowing may average abou t  $1 1 / 4  b i l l i on .  

A t  t h e  s t a r t ,  borrowing was expected t o  be around 

$300 m i l l i o n ,  t h e  n e a r - f r i c t i o n a l  l e v e l  i n d i c a t e d  a t  t h e  

December meeting. This  was expected t o  be a s s o c i a t e d  wi th  a 

Federa l  funds  r a t e  close t o  t h e  1 2  p e r c e n t  d i scount  rate. 

Expected borrowing l e v e l s  moved up t o  about $500 m i l l i o n  around 
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year-end and j u s t  a f t e r w a r d  as money growth s t r eng thened .  

Actual borrowing pushed even higher--to about $1 1/4 b i l l i o n  

i n  t h e  week t h a t  b r idged  t h e  year-end. Fu r the r  i h t o  January ,  

a s  monetary s t r e n g t h  p e r s i s t e d ,  expected borrowing l e v e l s  

grew t o  about  $1.2 and then  $1.5 b i l l i o n .  Actua l  l e v e l s  f e l l  

s h o r t  o f ,  and then  exceeded, t h e s e  a n t i c i p a t e d  l eve l s ,  w i t h  

borrowings i n  t h e  area of $750 mi l l i on  and then  $2.3 b i l l i o n  

i n  t h e  weeks of Janua ry  2 0  and 27. The l a t t e r  h igh  l e v e l  w a s  

p a r t l y  induced by Desk a c t i o n  t o  make r e se rve  needs more 

p res s ing  e a r l y  i n  t h e  week, and then exacerbated by unexpected 

r e s e r v e  s h o r t f a l l s  l a t e r  i n  t h e  week. So fa r  i n  t h e  c u r r e n t  

week, borrowing has  averaged about $1.7 billion--somewhat above 

t h e  a n t i c i p a t e d  $1.5 b i l l i o n  l e v e l .  

The funds  rate, meantime, climbed from l e v e l s  modestly 

above t h e  1 2  p e r c e n t  d i scoun t  r a t e  a t  t h e  beginning of t h e  

per iod .  I t  t e m p o r a r i l y  averaged n e a r l y  13 p e r c e n t  i n  t h e  

year-end week, b r i e f l y  receded t o  around 1 2  1 / 2  and t h e n  r o s e  

more s t u r d i l y  t o  abou t  1 3  and then 1 4  percent i n  t h e  weeks  of 

January 2 0  and 27. Thus f a r  i n  t h e  c u r r e n t  week, funds  have 

averaged about  1 4  1 / 2  Percent - - inc luding  a jump-up y e s t e r d a y  

t o  about 15.70 p e r c e n t  which map have stemmed i n  good par t  from 

t h e  p u b l i c a t i o n  of h e a v i e r  borrowing l a s t  Friday.  Today funds 

o p e n d a t  15 1/2 p e r c e n t .  

Day-to-day o p e r a t i o n s  were complicated by t h e  a fo re -

mentioned p r e s s u r e s  on bank reserve management around year-end. 

and by c o n s i d e r a b l e  d i f f i c u l t i e s  i n  p r o j e c t i n g  r e se rve  s u p p l i e s  
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through much of January.  The e f f e c t s  of bad weather, i nc lud ing  

a temporary shut-down of some Federa l  Reserve o f f i c e s ,  c o n t r i b u t e d  

t o  t h e s e  d i f f i c u l t i e s .  Another f a c t o r  was t h e  excep t iona l ly  high 

Treasury ba lances  a t  t h e  Fed, as s u r p r i s i n g l y  heavy t a x  receipts 

came i n  a f t e r  mid-January, and t h e  Treasury was unable t o  p u t  

back funds i n  commercial banks t o  t h e  d e s i r e d  ex ten t .  

For most of t h e  pe r iod ,  t h e  Desk was d ra in ing  r e s e r v e s ,  

much of it o f f s e t t i n g  t h e  e f f e c t s  of r educ t ions  i n  currency. In  

fact ,  a l l  of t h e  System's o u t r i g h t  ope ra t ions  were i n  a reserve-

absorb ing  d i r e c t i o n ,  roughly r eve r s ing  t h e  l a r g e  o u t r i g h t  acqu i s i 

t i o n s  i n  l a t e  1981. Holdings of Treasury b i l l s  were reduced by 

some $ 3 . 4  b i l l i o n ,  i n c l u d i n g  market sales of $1.4 b i l l i o n ,  sales 

t o  fo re ign  accounts  of n e a r l y  equal  s i z e ,  and redemptions of $600 

m i l l i o n .  A s m a l l  amount of agency i s s u e s  was a l s o  redeemed. 

Repurchase agreements were used ex tens ive ly  around year-end, and 

a g a i n  i n  t h e  l a s t  s e v e r a l  days t o  cope wi th  t h e  high Treasury 

ba lances .  Matched sale  t r a n s a c t i o n s  were employed c o n t i n u a l l y  

w i t h  f o r e i g n  accounts  and on s e v e r a l  occasions i n  t h e  market a s  

w e l l .  

I n t e r e s t  rates have pushed h ighe r  i n  t he  p a s t  s i x  

weeks ,  about  as might  be expected a g a i n s t  t h e  background of 

r i s i n g  money supply ,  steeper day-to-day f inanc ing  costs, and 

looming Treasury d e f i c i t s .  Much of t h e  rate r ise came e a r l y  

i n  t h e  p e r i o d ,  b e f o r e  t h e  huge January money bulge was r epor t ed ,  

as t h e  market a n t i c i p a t e d  a bulge b l b e i t  a lesser o n e ) .  Also ,  
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t h e  market w a s  a l r e a d y  r e a c t i n g  i n  December t o  t h e  s i q n s  o f  

money growth then  appa ren t ,  and i n  e a r l y  January t o  t h e  

absence of a p o s t  year-end e a s i n g  i n  money r a t e s  t h a t  many 

p a r t i c i p a n t s  had expected.  Ris ing  estimates of Treasury needs 

were a l s o  a f a c t o r .  When t h e  $10 b i l l i o n  money supply rise 

was r e p o r t e d  i n  mid-January, it was something of an an t i - c l imax  

and r e a c t i o n  w a s  tempered by earlier a n t i c i p a t i o n s  and by ex

p e c t a t i o n s  of a qu ick  r e v e r s a l  of some of t h e  bulge.  Although 

t h e  nex t  week's numbers f a i l e d  t o  provide t h a t  r e v e r s a l ,  r e a c t i o n  

w a s  again moderated,  i n  pa r t  by cont inued a n t i c i p a t i o n  of 

d e c l i n e s  t o  come and i n  p a r t  by t h e  sense t h a t  reserve pressures 

were no t  mounting s t e e p l y .  This  p a s t  Fr iday ,  and con t inu ing  

yes te rday ,  t h e r e  w a s  a more s u b s t a n t i a l  upward rate r e a c t i o n  as 

weekly numbers showed a d i s a p p o i n t i n g l y  small  d e c l i n e  i n  money 

and even more because of t h e  s h a r p  r epor t ed  rise i n  d i s c o u n t  

window borrowing. Broadly speaking,  though, t h e  market r e a c t i o n  

t o  money growth has  been tempered by t h e  sense  t h a t  a slowdown 

or r e v e r s a l  i n  t h a t  growth is l i k e l y  given t h e  con t inu ing  

evidence of weakness i n  t h e  economy. 

A subdued view of t h e  economy has a l s o  moderated t h e  

r e a c t i o n  t o  new in fo rma t ion  on t h e  Treasury f inanc ing  ou t look  

as it became c l e a r  t h a t  t h e  Adminis t ra t ion  would n o t  s e e k  s i g n i 

f i c a n t  t a x  a c t i o n  to  reduce forthcoming d e f i c i t s .  The m a r k e t  

g r e e t e d  r a t h e r  calmly t h e  T r e a s u r y ' s  news of t h i s  week's $10 

b i l l i o n  q u a r t e r l y  r e fund ing  o p e r a t i o n ,  and t h e i r  p lans  t o  borrow 
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$41 billion of net new cash in the current quarter. Both the 


mid-quarter refunding and the quarterly cash need are records. 


Yields on intermediate and long-term Treasury coupon 

issues are up about 1/2 to 1 percentage point since the last 

meeting date, while the Treasury raised about $7 billion in the 

coupon area. A $ 5  billion 3-year note will be auctioned today 

and may yield close to 15 percent, compared with a yield just 

under 14 percent on that maturity just before the last meeting. 

* $2.5 billion 10-year note will be auctioned tomorrow and a 
like amount of reopened 30-year bonds on Thursday. Both may 

set auction yield records, although secondary market yields 

in those maturities were higher last fall. 

Bill rates, meantime, have risen about 1 1 / 2  to 2 1/2 

percentage points while the Treasury raised some $ 8  billion in 

the bill market. Both three- and six-month bills were sold 

yesterday at average rates of 13.85 percent, compared with 11.04 

and 11.84 percent just before the last Committee meeting. 

In other sectors of the capital market it is note-

worthy that virtually no standard-type long-term corporate 

issues have been sold in the U. S. market in the recent period. 

Some corporations raised funds through zero-coupon offerings 

in the Eurodollar market, though, with Japanese investors 

reported to be particularly interested in such issues. The rise 

in corporate yields, like that in Governments, retraced part, 

but by no means all, of the sharp decline in yields in late 1981. 
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I n  t h e  tax-exempt  sector, though,  y i e l d s  h i t  new h i g h s  i n  

t h e  r e c e n t  p e r i o d ,  a l t h o u g h  t h e r e  was some p r i c e  r e c o v e r y  

near  t h e  end  as modera t e  i n v e s t o r  demand and t h e  l i g h t  volume 

of new i s s u a n c e  p roduced  some t e c h n i c a l  improvement. 



NOTES FOR FOMC MEETING 

Februhry 2 ,  1982 


Sam Y .  Cross 


H r .  chairrran: 

Since the Decenber meting, anl mre pi-ticularly a f te r  the year-end, 

exchange markets have focussed very closely on the near-term prospedcs for 

mnetaii @icy and interest rates--both in the United States and abroad. 

W i t h  upenplopat risw throughout industrial Eump ard North America, 

in  scme cases to levels considered p l i t i c a l l y  unacceptable, nnrket partici

pants came widely to expect xme moderation in the generally res t r ic t ive 

mnetary plicies tkt mst countries had i n  place. A t  New Y-'s time, 

the questims k i r g  ask& %ere: E m  rrolch mnetary easing would take place, 

a d  t o  what extent vmdd these @icy adjusbents te coordinated amng the 

major countries? Exchange market participants watched each and every develop 

rent they thought night yield a clue a b u t  the course of interest  rates i n  

f;ew York m.cl 0 t h . a  f i x n c i a l  centers. 

In e x l y  J ;nm~,Em- interest rates indeed did generally d r i f t  

dmmard, but U.S. mney market rates moved higher, ard this unexpected 

divergence pshed the dollar higher in the exchanges. This trend continued, 

and in  the micldle of the mnth. there were widespread m r s  that the 6 5  had 

aqreed t o  ccordinate pliq interMtiOMlly and that the U.S. wuld either 

la^^ interest  rates or join in exchanqe m r k e t  intervention. But af ter  a 

f e w  days these m r s  of concerted action vanished, as the differentials 

betwesn U.S. and E3.ro-w interest rates continwd t o  increase rather tban to 

rw--rcw. the end of January, the m k e t  had ccme to  the view that E u r o w s ,  
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in particular the &mans, xniqht continue to  ease their rest r ic t ive plicies, 

even witbout easing on the part of the United States and despite pssible 

exchange rate consequeqces. This v i m  strenghtened f i r s t  when the 

Gemans o p l y  intervened i n  t!e munt of nearly i n  a t h r e e  

day period, and l a t e r  v h e n  @m&w e n t  acmunt data for Germmy, released 

during the mnth,  sqgested mre r m  for maneuver for the C i e i i a  authorities. 

On balance, the dollar rose in January by about 4 1/2 to 5 -cent 

against the cuntinental currenaq and by 5 1/2 prcent against the yen. * 

On three-mnth Euro-irurrencies, inte-est ra te  differentials expmdd by mre 

than 200 basis p i n t s  against the continental currencies and by scmsha t  

less aqainst t k  yen. Yesterhy ard today the dollar has strenqthend further, 

as w e l l  as  tk continuingwith the further increases in U.S. interest rates 

plitical uncertainties in Gemmy.  In the past 24 hours xe have seen the dollar 

a s  high as 236.85 against the FA,anc7 233.75 against the yen, thou$ it is n m  

dam a bi t  fran those levels. 

The exchange m k e t ' s  preoccupation with mnetary policy a d j u s m t s  

m y  s h p l y  be a reflection of the viws that volati le biterest rates can h&ce 

capital  flows that can swamp other influerses on exchange rates.  Or it 

ref lec t  the view that  a t  tirres like the present when mst coun'Jies' k l a n c e  of 

paylrents changes are smll and tending tamrd convergence and mst countries' 

inflation rates are ten- to decline, that such fundarrentals w i l l  be Of less 

imprtance than in the past i n  i n f h e r s i n g  exchange r a t e  nuv-ts. whatever 

the reason, the exchange rrarkets' present concentration on interest  rates i s  

clear. And I should add, there is increasing criticism, in Europe and e l sehe re ,  

of what they see as  a U.S. @icy which results HI great volat i l i ty  of interest  

rates,  which leads to grea t  w l & i l i t y  of OUT ard their exchange rates, while 

w e  are not prepared t o  help thm dezl w i t h  it i n  terms of intervention. 




